This paper surveys the dynamics of inflation and money growth in IRAN economy since 1990.
Introduction
Inflation is a sustained increase in the general level of prices for goods and services. Inflation is a topic of great debate variously in the competing schools of economics 1 and theories of inflation are extremely broad. Someone could classify the scheme of origins of inflation as (Kibritçioğlu, 2002) into four-block: Demand-side (or monetary) shocks, supply-side (or real) June 2014 , Vol. 4, No. 6 ISSN: 2222 211 www.hrmars.com shocks, adjustment (or inertial) factors, and political processes (or the role of institutions). The complex and dynamic interactions of four groups of these factors come together to explain inflation.
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Inflation rate of Iran is double-digit since last three decades and this known as "chronic problem of macroeconomic (see figure 1) . Neuromas of research conducted to solve this problem and there is large empirical literature on determinants of inflation in Iran. However, there is no consensus among them. (Hadian & Parsa, 2009 ) and (Hosseini & Mohtashami, 2008) suggest that the root of inflation in Iran is monetary policy of the central bank. They argue that the high inflation rate in the country related to the excess nominal money growth process (money growth less output growth), as postulated by the quantity theory of money (QTM). (Hosseini Nasab, Ebrahim; Rezagholizadeh, Mahdieh, 2011) Explain the contribution of the budget deficit and impact of earnings from Oil exporting on inflation. (Abbasi-Nejad & Tshkyny, 2011) Extract "House and Building" group's price indexes as a chronic base of inflation from consumer price indexes. They concluded that price index of "House and Building" influenced by expectation.
Such internal research, there are many empirical and theoretical studies has conducted to explain the main determinant of inflation in the other countries: (Morana & Bagliano, 2007) investigate the long-run link between inflation and money growth in the United States since 1960. They model the common persistence properties of the variables, as fractionally integrated and cointegrated series to construct a measure of the long-run inflation trend closely linked to monetary dynamics. (Almounsor, 2010) has used SVAR and VECM approach to study the underlying determinants of inflation dynamics in Yemen. He shows that inflation dynamics in Yemen driven by international price shocks, exchange rate depreciation, domestic demand shocks, and monetary innovations. (Osorio & Unsal, 2013) show that over the past two decades, the main drivers of inflation in Asia have been monetary and supply shocks. , Vol. 4, No. 6 ISSN: 2222 212 www.hrmars.com The rest of this paper is as following: Section 2 describes our data and analytical methods. Section 3 explains estimation results and discussion. Final section concludes the article.
Data and Analytical Methods

Data:
The data which used in this paper is: Consumer price index (CPI); Money supply M including the money supply under the narrow definition M1 plus Quasi-Money or short-term time deposits in banks; M1 include coins and notes that are in circulation and other money equivalents that could be converted easily to cash; Gross domestic product at market price, at constant 1987/88 (GDP). All row data are accessible from the web site of Central Bank of Iran (CBI). The sample of data has been since 1990:Q2 to 2011:Q1.
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Analytical Method:
In accordance with the QTM, the inflation rate is determined in the long-run by the following equation:
(1)
Equation (1) shows that Inflation rate, π, is equal to the growth rate of nominal money in excess of the rate of output growth, m-g, corrected for the drift in velocity, which follows a stationary ARMA process.
In order to appropriately model the full dynamic behavior of inflation rate, we need to incorporate short-run adjustment factors along with the cointegrating equilibrium relationship of equation (1). This is best done using the error-correction model technique:
The vector includes the integrated variables inflation rate, money growth and economy growth, and is constant vector. The adjustments to equilibrium are captured over n lagged periods in the coefficient matrix . The terms represent long-run equilibrium or cointegrating relationships and the rank of equals the number of cointegration vectors. To test the rank of , (Johansen, 1988) and (Johansen, Søren; Juselius, Katarina, 1990 ) make use of maximum eigenvalue and trace statistics. The coefficient matrix can be decomposed into . If all columns of matrix has non-zero elements then has a full rank and all the variables are stationary. Furthermore, the absolute value of elements matrix must be less than one and its sign should be negative since a positive shock to a system should result in adjustment in the opposite direction.
Estimation results and Discussion
Descriptive statistics
As shown in The random shocks did not affect the narrow money growth rate (m1) and it is depends on its own two previous season's values. However, both seasonal and yearly random shocks affect the money growth. This is to some extent explains the root and psychological concept of money supply. 
Estimation of model
For the lag length of unrestricted VARs, we consider seasonal dummies and various information criterions to select appropriate model between different lag specifications. All of the Akaike information criterion (AIC), SC, HQ and FPE criterions suggest using 3 lag orders.
Further, when testing for cointegration, the question of whether a trend should be included in the long-run relationship arises. As (Hendry and & Doornik, 1994) pointed out, the trend is restricted to the cointegrating space, to take into account long-run exogenous growth that is not already included in the model. The results of Johansen's trace and eigenvalue tests for the cointegration test on the VECM are presented in table 2 2 . June 2014 , Vol. 4, No. 6 ISSN: 2222 216 www.hrmars.com June 2014 , Vol. 4, No. 6 ISSN: 2222 218 www.hrmars.com
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Empirical results:
As shown in the table 3, the main determinant of inflation rate in long-run, as Equation 1, is economy growth and an intercept terms. And, there is no empirical evidence, during the periods of this research sample that nominal money growth would affect the long-run inflation rate. This empirical result is conflict to the famous statement by Milton Friedman that 'inflation is always and everywhere a monetary phenomenon (Friedman, 1963) . And, it supports the (Grauwe & Polan, 2005) claims that inflation seems to be an exogenously driven phenomenon, mainly unrelated to money growth. Thus, from this point views to the chronic inflation problem, we name it Cost-Push inflation problem. Higher indirect taxes imposed by the government, rising imported raw materials and final goods costs and rising labour costs are inherent in the Iran economy and these are reasons behind the Cost-Push inflation.
The most robust equation in our error correction model is that containing as dependent variable. The other two show a small but, somewhat ambiguous relationship between money and economy growth. We present the Impulse Response of inflation to shocks in figure 5 and
Variance Decomposition of inflation in figure 6 at appendix to examine more clearly the response of the inflation rate to various shocks.
In the short-run, lags of inflation and current money growth and its' lags has positive effect on the current inflation rate, but economy growth and its lags has negative effect on inflation 3 .
And, money growth basically is determined by its own lags and inflation rate. The volatility in economy growth might affect itself only. Furthermore, there is no some evidence that money growth and inflation have significant effect on the economy growth in the short-run. Because estimated coefficients of these variables are not statistically significant at 5% level.
3 -The following equation gives the short-run determined of inflation: June 2014 , Vol. 4, No. 6 ISSN: 2222 219 www.hrmars.com
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Conclusion
The article surveys dynamics of inflation and money growth to find out the root of double digit inflation rates which is known as "chronic problem" in Iran economy since 1990. We use ECM approach and the Quantity Theory of Money as a general theoretical framework to examine the complex interactions among money growth, GDP growth and inflation rate in the short-run and long-run. The parameters of an ECM model are estimated by quantitative econometric software 
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June , Vol. 4, No. 6 ISSN: 2222 221 www.hrmars.com , Vol. 4, No. 6 ISSN: 2222 222 www.hrmars.com Notes: Seasonal dummies were included to control for seasonal unit roots. The p-value of critical ADF (Dickey & Fuller, 1981) and PP (Phillips & Perron, 1988) values are represented in the parentheses.
